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BANGLADESH - KEY ECONOMIC INDICATORS 


Unless otherwise noted, all monetary values are shown in units of US 
$1 million. Fiscal years run July 1 - June 30. The following 
exchange rates (average for fiscal year) were used: FY-84: $1.00 = 
Taka 24.94; FY-85: $1.00 = Taka 25.96; FY-86: $1.00 = Taka 29.75. 


INDICATOR 
Income, Production and FY-83/84 FY-84/85 FY-85/ 86 
Employment 

GDP at Current Market Prices 12193. 26 13439.91 13630 .25 

GDP per Capita (in dollars) 126.4 133.5 134.3 

GDP by Sectoral Shares at 

Current Prices 

Agriculture 48, $0. ok 
Industry/Construction 14 L3. 13% 
Power/Gas/Utilities 
Transport/Communications Vs 
Trade Services 8. 

Foodgrain Production (aross) 15 

(in million tons) 

Foodgrain Imports a oa" 

(in million tons) 

Foodgrain Stocks at End of FY ‘ a. 

(in million tons) 

Index of Industrial Production 142. 

(FY 74=100) 

Population (est. millions 96.5 99 

at mid-year ) 

Labor Force (est. millions) a3 34.6 

MONEY AND PRICES 

Broad Money (M/1 & M/2) 3214.00 4429.75 

Consumer Price Index (percent change) 9.5 11.0 

BALANCE OF PAYMENTS AND TRADE 

Balance of Trade 

-Total Exports 811 934 819 

-Exports (FOB) to U.S. 109 165 Avs 

-Total Imports (CIF) 2303 2647 2364 

-Imports from U.S. 226 250 150(est) 

Private Transfers 627 477 586 

-Of Which Remittances 602 44] 555 

Current Account -948 -1315 -1084 

Foreign Aid Disbursements 1268 1267 1306 

Foreign Exchange Reserves 539 395 476 

(at end of FY) 

External Public Debt 5795 6291 6398 

Debt Service Payments 280 414 467 


6. 
8. 
6 


1 


SOURCES: International Monetary Fund (IMF); Bangladesh Bureau of 
Statistics; Bangladesh Planning Commission; International Bank for 
Reconstruction and Development (IBRD). 





SUMMARY 


Bangladesh's economic performance in FY-86 was satisfactory but below 
targets, particularly in industrial growth. Real GDP rose 
approximately 4.5 percent, with the agricultural sector performing 
more strongly than manufacturing. A record jute production led to 
sharp price declines, which were not overcome by higher export volumes 
of raw fiber and jute goods. Tightened credit ceilings, initially 
weak remittance flows, and lower rural incomes depressed aggregate 
demand. In the latter part of FY-86 and early FY-87 there was a 
marked drop in public and private investment. Meanwhile the 
government has continued efforts to liberalize trade regulations, 
remove subsidies, and provide attractive export incentives. After 
increased pressure from major donors, the government instituted more 
effective measures in early FY-87 to improve the deterioration in 
credit recoveries by the financial system. Fiscal and monetary 
policies will focus more attention in the future on raising public 
revenue, supporting the development of small and medium-scale 
industries, and improving the economic performance of state 
enterprises. The peaceful transition from martial law regime to 
civilian government, with a re-affirmation of market-oriented, private 
sector development policies, may strengthen investor confidence. 
Bangladesh has enjoyed a favorable balance of trade with the United 
States since CY-1985, thanks to a continued growth of exports and a 
decline in imports of American goods. 


BACKGROUND 


Bangladesh (formerly East Pakistan and East Bengal) is situated on a 
low-lying deltaic plain on the northern littoral of the Bay of 

Bengal. It is one of the poorest and most densely populated nations 
in the world. Given its low per capita income ($134) and low level of 
literacy (29 percent) and industrialization, it clearly belongs in the 
United Nations category of countries designated "Least Developed." 
Prior to "Partition" from India in 1947 and the formation of Pakistan, 
East Bengal was an economic backwater which fed its agricultural 
produce to Calcutta for processing. While some economic progress 
occurred during the Pakistan period, development lagged behind that of 
West Pakistan. Furthermore, the economy was dominated by ethnically 
different West Pakistanis who had succeeded the Hindu entrepreneurial 
elite which departed in 1947. Following a bloody 1971 liberation war 
which took a heavy toll on the economy and the country's physical 
infrastructure, Bangladesh took its place as an independent nation. 

It has remained heavily dependent on foreign aid. Multilateral 
development banks, principally the World Bank and Asian Development 
Bank (ADB), are the largest donors. Principal bilateral donors are 
Japan, the United States, Australia, United Kingdom, Canada, and the 
Federal Republic of Germany. Total aid disbursements in FY-86 were 
approximately $1.3 billion and are expected to be about $1.2 billion 
in FY-87. Following parliamentary and presidential elections in 1986, 
the martial law administration, which had been in power since 1982, 
was replaced by a civilian, constitutional government under the same 
leader, President (formerly Lt. Gen.) H.M. Ershad. There were no 
changes in the economic policies of the previous regime, which was 





ss EE ae 


committed to expanding the role of the private sector, introducing 
market-oriented reforms, and encouraging foreign investment. GDP (in 
terms of local currency) experienced a real growth of about 4.5 
percent in FY-86. 


DOMESTIC PRODUCTION 


Agriculture 


The agricultural sector as a whole grew by 7.4 percent in real terms 
in FY-86 (World Bank estimate). This was primarily due to a 70 
percent jump in jute production. Foodgrain production rose marginally 
to 16.3 million tons due to a 29 percent drop in wheat production. 


Low grower prices and low government procurement of rice coupled with 
coincidentally high prices for minor crops shifted production acreage 
from foodgrains in the peak winter planting season. Price declines, 
low cash incomes from jute, a reorganization of input supply channels 
and tightened agricultural credit acted as disincentives for the 
purchase of key inputs such as fertilizer and irrigation equipment. 


The Bangladesh Government (BDG) has set an ambitious target for 
foodgrain production in FY-87 (17.4 million tons) to compensate for 
last year's harvests and to attempt to maintain the planned annual 
growth rates of 5.2 percent. Although farmgate prices have returned 
to levels that encourage grain production and fertilizer marketing has 
improved, less than ideal weather conditions and other factors yield a 
projected FY-87 foodgrain production level of 17 million mt. 


Production of non-food crops was strong in FY-86, led by a record jute 
output in the fall of 1985. As feared, however, the bulging inventory 
depressed grower prices, which fell still further with a substantial 
harvest in the fall of 1986. From $590 per mt. in FY-85, raw jute 
export prices fell to $200 per mt. for the FY-87 crop. Government 
pressure on the mills to purchase maximum volumes from the growers 
exacerbated the already poor financial conditions of the industry. 
Virtually all the FY-86 mill losses were financed by interest-free, 
government-subsidized loans. Export volumes did not increase enough 
to overcome the revenue loss from plunging prices due to continuing 
soft international demand for jute goods. In an effort to moderate 
severe volatility in jute supply and price trends, the government is 
reviewing and will probably undertake comprehensive structural reforms 
recommended by the World Bank. The Bank urged improved dissemination 
of timely market information, enlarged storage facilities, limited 
buffer stocking and rationalization of inefficient and unproductive 
Operations of the public sector jute mills. In the short term, the 
government received a Compensatory Financing Facility drawing of about 
$112 million from the International Monetary Fund (IMF). 


Crops such as oilseeds, pulses, tobacco and cotton also showed 
production increases, some for the first time in years. Late monsoon 
rains in the fall of 1986 damaged food crops in parts of the country, 


leading to temporary market shortages and higher prices during the 
winter season. 
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As in previous years, the BDG agricultural policy encouraged a more 
active participation of the private sector in the provision of farm 
inputs and reduced further government subsidies on foodgrain 
distribution in the urban markets. The government's strategy for 
agricultural development also depends on its foodgrain procurement 
policy. While support prices were generally adequate in FY-86, the 
volume of procurement was substantially below targeted levels. 


Agricultural production is projected to grow a very modest two percent 


in FY-87, as jute output shrinks in response to low grower prices in 
1986. 


Non-Agricultural Sector 


Industrial production failed to meet the projected growth rate in 
FY-86, with overall output about two percent above the previous year. 
There were absolute production declines in three major sectors: jute, 
textiles, and engineering. The previously buoyant ready-made garment 
industry turned in a modest four percent growth for the year. Data 
for the first half of FY-87 saw no significant reversal in this trend 
with the exception of the jute industry. The sources of this downturn 
are several. Frequent power outages plagued heavy industry and jute 
mills. Labor disturbances, for the most part politically motivated, 
further contributed to lost output in FY-86. Mill management 
attributed production losses of 124,000 mt. to these two factors 
alone. Additional constraints noted by the business community were 
intense competition from smuggled textiles and other consumer 
products, as well as tightened imports and bank credit. 


The government proceeded cautiously with its privatization policy and, 
in public statements, underlined the benefits of a mixed economy, with 
active public and private sector cooperation. One of the four 
remaining nationalized commercial banks was converted to a private 
limited company in December 1986, with 49 percent of its equity 
available for private ownership. The BDG also submitted legislation 
to Parliament under which two development finance institutions 
providing long-term credit to industrial enterprises would be 
partially privatized along similar lines in the near future, 

Political controversy over the whole policy will probably decelerate 
further privatization plans. Meanwhile, the government has solicited 
foreign assistance in the extensive rehabilitation of public sector 
industries, including plant renovation as well as improved 

management. The International Finance Corp. (IFC) has proposed a 
modernization program for the public sector chemical industries. The 
Belgians are improving production management at one machine tools 
factory under their aid program. 


In a positive direction, the BDG expanded the autonomy of the Export 
Processing Zones Authority, including the approval of offshore banking 
facilities. The Authority is planning to establish a second zone near 
Dhaka to complement existing facilities in Chittagong. 





A sharp increase in import restrictions, mainly in the U.S., 
significantly constrained the growth of Bangladesh's vigorous garment 
industry. Government intervention had mixed results. While the 
suspension of new factory approvals helped existing firms improve 
their capacity utilization, the confusion and delays on implementing a 
quota distribution policy severely disrupted 1986 production. Early 
FY-87 trends are more robust. The BDG's policy on future production 
and exports realistically acknowledges the continued import 
sensitivity in Bangladesh's major overseas markets. The key 
objectives are increased use of domestic inputs (particularly 
textiles), diversification of production, and broader export markets. 
Longer term industrial development plans create incentives for 
backward linkages to small-scale enterprises and greater investment in 
yarn and cloth production. 


Government efforts to crack down on smuggling activities, starting in 
late 1986, demonstrate a commitment towards improving the competitive 
position of local industries. The supply of black market cigarettes 
shrank so dramatically at yearend that domestic manufacturers were 
unable to fill the gap without new plant investments. Experienced 
businessmen who have lived through cyclical anti-corruption drives, 
however, are waiting for firmer proof that the current campaign is of 
longer duration, 


The BDG's industrial development program also includes a comprehensive 
revision of the tariff code to remove disincentives to the importation 
of raw and secondary materials. At the same time protection for local 
production of finished goods will be enhanced. Furthermore, credit 
facilities for small and medium-scale enterprises will be established 
in an effort to boost employment opportunities. 


The government re-affirmed its commitment to encourage private sector 
development and foreign investment. An updated new Industrial Policy, 
issued in 1986, enlarged the number of sectors open for private 
investment and liberalized the bureaucratic procedures for securing 
investment approvals. An Investors Forum, org nized with the 
cooperation of UNIDO in January 1987, solicited foreign investor 
interest in over 100 projects put forward by potential Bangladeshi 
partners. Nevertheless, real gross domestic investment showed no 
growth in FY-86. The uncertainty over the political transition to 


civilian government and more restrictive lending policies dampened 
business confidence. 


FISCAL AND MONETARY TRENDS 


Beginning in late 1985, the BDG pursued a tight monetary policy aimed 
at limiting the growth in domestic private credit and government 
borrowing from the banking system. This was largely successful in 
terms of reducing the growth of net domestic assets from 28 percent in 
FY-85 to 15 percent in FY-86. Growth of private sector credit was cut 
by half to 21 percent. A stronger than anticipated balance of 
payments surplus boosted money supply (M/1l and M/2) 17 percent. 
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The BDG's management of monetary trends, however, was seriously 
handicapped by a deterioration in the loan recovery rates of financial 
institutions. The rate of recovery on agricultural loans fell from 38 
percent in FY-85 to 27 percent the following year. The rates on 
industrial loans were even worse. Pressure from major donors induced 
the government and banks to take firmer action in late 1986 to 
strengthen internal bank management and credit discipline. Thanks to 
stronger government support behind these measures, recovery rates 
began to grow in early 1987. Loan recovery targets for the period 
July-December, 1986, set by the World Bank and BDG for agricultural 
and industrial loans, reportedly have been met. However, public 
sector industrial loan recoveries continue to be weak. 


A comprehensive report was issued in early 1987 by the National 
Commission on Money, Credit, and Banking recommending broad structural 
changes in Bangladesh's system of financial intermediation. Generally 
speaking they focus on increasing bank efficiency, strengthening the 
central role of Bangladesh Bank in managing monetary policy, and 
adopting market-oriented monetary instruments to control more 
effectively liquidity and credit allocation. Many of the 
recommendations are built into the three-year Structural Adjustment 
Facility signed by Bangladesh with the IMF in February of 1987. 


The FY-86 budget deficit of 7.3 percent of GDP was a modest drop from 
the FY-85 level of 7.6 percent. However, BDG revenue generation was 
lower than anticipated due to a fall in tax collection. This was 
accompanied by a higher than normal increase in non-tax revenues from 
public sector corporations. Government expenditures, on the other 
hand, exceeded projected increases in FY-86. In the context of its 
structural adjustment program, the BDG intends to mobilize more 
effectively domestic resources through the elimination of distorting 
subsidies in public sector services, tax reform, and improved 
collection of taxes and other duties. The poor financial performance 
of public sector enterprises has been a long-term drag on the 
government budget. 


Slower consumption and investment growth, coupled with moderate 
increases in import prices, kept the official FY-86 inflation rate at 
about 10 percent. This figure rose in the first half of FY-87 to 
about 13 percent due to temporary shortages of some food products. 
Unofficial inflation estimates, however, range from 25-30 percent, 
which probably more accurately reflect the situation for wage-earners 
in urban communities. In FY-86 and more definitely in early FY-87, 
there was a marked drop in income velocity and a buildup of time 
deposits in commercial banks. The government has attempted to reduce 
this uncomfortable liquidity overhang by lowering interest rates. 
Although this is ostensibly counterproductive to long-standing efforts 
to increase Bangladesh's exceptionally low private savings rate, the 
interest rate change should lower the cost of money to the banking 
system and help stimulate investment financing, 





TRADE 


Impor ts 


The imports bill in FY-86 dropped 11 percent over the previous year, 
reflecting both substantially lower commercial food shipments and 
lower petroleum prices. The average unit price of crude petroleum 
declined from $229 per mt. to $176. Rice imports fell steeply from 
700,000 mt. in FY-85 to 34,000 mt. in FY-86. Imports likewise shrank 
in FY-86 due to sluggish domestic demand, stagnant new investment, and 
tightened credit policies. Principal imported commodities, besides 
crude petroleum and foodgrains (under aid programs), were fertilizer, 
cement, yarns, pharmaceutical products, and machinery. Edible oil 
imports registered a high growth rate of more than 40 percent in value 
terms. The BDG liberalized import regulations in FY--86 with the 
introduction of a negative import list. In addition, the concept of 
importation through bonded warehousing procedures was expanded beyond 
the garment industry. In late 1986, the BDG withdrew trade 
regulations which obliged importers opening new letters of credit to 
resort first to barter arrangements before conducting transactions on 
a cash basis. This policy had helped double in FY-86 the amount of 
trade conducted on a barter or "special trading arrangement" basis. 
The reasons for adopting such a policy were twofold: to conserve 
foreign exchange and to boost exports of jute goods. The business 
community, however, experienced considerable inconvenience operating 
on a barter basis and its conditions discouraged U.S. exporters. 


Preliminary data on FY-87 imports indicate they are running about 20 
percent behind targets, indicating a continued softening of domestic 
demand. The FY-88 import policy, to be announced in late June 1987, 
Will probably liberalize further tariff restrictions on raw and 
secondary materials in an effort to stimulate new investment in import 
Substitution industries. 


Exports 


Export volume rose 7 percent in FY-86 but its dollar value fell 12 
percent, mostly due to lower jute and tea prices. The unit prices of 
both fell 50 percent. Raw jute and jute goods, which produced 67.8 
percent of Bangladesh's export earnings, slipped to a 5l percent share 
in FY-86. Frozen seafood exports, on the other hand, have shown 
consistent growth. The major market is Japan but United States buyers 
have become more active. Another sector showing strong growth in 
FY-86 was agricultural products including fresh fruits and vegetables, 
Spices, etc., shipped to the Middle East and United Kingdom. The 
explosive growth in ready-made garment exports tapered off in FY-86, 
dropping from an annual increase of 300-400 percent to 14 percent. 
According to World Bank data, however, the unit price of Garment 
exports rose significantly. The United States continues to be 
Bangladesh's principal customer (81.6 percent) but the pressure of 
increasing quota restrictions in North American markets has encouraged 
diversification to Western Europe and the Middle East. Since garment 
exporters are still heavily dependent on foreign raw materials (around 
75 percent of export value is paid out in imports) and overseas 
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marketing help, the challenge to Bangladesh's industry in the future 
is to increase value added rather than count on substantial export 
volume growth. Another non-traditional export item, leather, declined 
in earnings in FY-86. 


First quarter FY-87 statistics do not promise a significant upturn in 
export revenue, In taka terms, exports were 17 percent off the target 
of $1 billion, again because of depressed jute prices. Nevertheless, 
export earnings are ahead of first quarter FY-86 levels. Leading 
products were frozen fish, garments, and leather. Exports of 
non-traditional goods were particularly buoyant, showing a 29 percent 
increase over the same period in FY-86, while traditional exports were 
earning 25 percent less. The FY-88 export policy will continue to 
pursue the government's strategy of strengthening incentives for 
non-traditional items through duty draw-back schemes. Efforts will 
also be made to encourage the diversification of jute export products, 
a herculean task that requires substantial restructuring and 
renovation of mill facilities. 


FOREIGN EXCHANGE POLICY 


During FY-86 the official taka/dollar rate was adjusted in frequent, 
incremental steps. Together with the weakening of the dollar 
vis-a-vis other major trading currencies, the overall change was a 20 
percent depreciation in nominal terms, and 12 percent in real 
effective terms. This depreciation narrowed the gap between the 
official rate and the secondary rate from 15 percent at the end of 
FY-85 to 9.5 percent a year later. The gap further narrowed to 7.5 
percent by January 1987. More importantly, there was a substantial 
expansion in the amount of trade conducted at the secondary rate (53 
percent of total exports and 28 percent of total imports). 


REMITTANCES 


In contrast to FY-85, remittances rose in FY-86 to $555 million. In 
the first half of FY-87, they increased by $301 million. This higher 
than expected growth is officially attributed to the effectiveness of 
the BDG's anti-smuggling campaign and otner, positive efforts to 
encourage the use of legal channels for the remittance of 
foreign-earned income. The fact that overseas labor flows are dropping 
lends credibility to this argument; however, some of the increased 
income may also represent the savings of repatriated workers unable to 
continue working overseas, 


BALANCE OF PAYMENTS/RESERVES 


The balance of payments improved significantly in FY-86 thanks to 
higher remittance flows and stagnant imports. The current account 
deficit dropped from 8.2 percent of GDP in FY-85 to 6.9 percent of 
GDP. The substantial drop in jute prices, however, also reduced 
export revenues below the target level. The overall balance of 
payments surplus of $77 million raised foreign reserves to 2.4 months 
of import coverage. Debt amortization payments climbed to $117 
million, reflecting a spike in repayments of commercial food loans 
taken in 1984 and 1985, 
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Preliminary FY-87 figures indicate that the balance of payments 
situation will be less favorable. Exports will probably be under the 
$1 billion target and debt service payments slightly higher than in 
FY-86. Aid disbursements have run behind their projected pace, 
although remittances could be stronger than earlier predicted. The 
debt service ratio could increase from the FY-86 level of 23 percent 
to over 30 percent. More than 90 percent of Bangladesh's external 
debt is on concessional terms. Therefore, in the longer term, given a 
reasonable trade balance and continuing aid flows, debt service should 
be a smaller portion of overall foreign exchange income. 


Gross foreign exchange reserves rose from $395 million at the end of 
FY-85 to $476 million at the end of FY-86. They are expected to 
increase further to over $600 million by June 1987. This will give 
Bangladesh a healthy 2.4-2.9 months import coverage. 


OPPORTUNITIES FOR U.S. FIRMS 


According to U.S. Department of Commerce trade figures for CY-1986, 
the United States imported $264.2 million of goods from Bangladesh and 
exported $164.5 million of goods to Bangladesh. The comparative 
figures for CY-1985 were U.S. imports $227.1 million and U.S. exports 
$218.6 million. Bangladesh experienced a trade surplus with the 
United States for the first time in 1985, thanks to the dramatic 
growth of garment exports. U.S. exports have traditionally been 
limited to aid-financed commodities such as food, fertilizer, and 
cotton. Other exports are used clothing, medical supplies and 
Machinery. The depreciation of the dollar in 1986 and early 1987 has 
not significantly increased U.S. sales to Bangladesh, although the 
appreciation of the yen has begun to affect the competitiveness of 
Japanese products. Generally, U.S. companies maintain an advantage in 
high technology capital equipment, where quality and product 
sophistication - rather than price - determine procurement decisions. 
Bangladesh's principal exports to the U.S. were garments (62 percent 
of total exports), jute manufactures (23 percent) and frozen shrimp (8 
percent). 


Sales of goods and services to Bangladesh, however, continue to be 
linked closely to donor financing. Since virtually all bilateral 
donors tie their project and commodity aid to home country or LDC 
sources and many of the most attractive tenders are financed by 
donors, U.S. firms face serious export challenges. The most 
profitable opportunities involve projects financed by multilateral 
development banks, namely the World Bank and the Asian Development 
Bank. Amongst these, there are particularly good prospects in the 
energy sector. IBRD and ADB-financed programs for the development of 
Bangladesh's significant gas reserves include projects for liquid 
petroleum gas and compressed natural gas bottling and distribution. 
The discovery of a small oil deposit in northeast Bangladesh in late 
1986 will focus more attention on oil exploration. Prior to this 
discovery, the BDG concluded an agreement with Shell to conduct 
exploration activities in the northwest. 
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Electrical power generation and transmission equipment will also be 
sought in conjunction with other aid-financed projects in the energy 
sector. Finally, the BDG has revived a nuclear power plant 
feasibility study from the 1960s and is inviting foreign assistance to 
elaborate further this earlier report. Future progress on this 
project will depend on the availability of concessional financing from 
overseas, 


One area emerging as an export-competitive industry is seafood 
processing. With donor financing, the BDG is developing its 
aquaculture potential. 


U.S. investment in Bangladesh is very small, totaling approximately 
$20 million. This is concentrated in the physical assets of one life 
insurance company and the manufacturing operations of three 
pharmaceutical firms. American Express Bank maintains banking 
operations in Dhaka and Chittagong. Citibank opened a representative 
office in Dhaka in early 1987. Two American investors have 
established facilities in the Chittagong Export Processing Zone. One 
long-term investor is expanding a vegetable oil processing and storage 
plant in Chittagong. Bangladesh is served by three U.S. shipping 
lines directly or by feeder services in Southeast Asia. 


The BDG has encouraged foreign investment and particularly welcomes 
American investor interest. However, while support at the highest 
political level is strong, potential investors still contend with 


cumbersome red tape in securing necessary bureaucratic approvals. 
Economic authorities are pledged to simplify the process. 
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